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the date of transfer, October 1. The 40-per-
cent test is satisfied with respect to Z, be-
cause the computer equipment is placed in
service during the last three months of Z’s
taxable year and its basis ($15,000) exceeds 40
percent of the aggregate basis of property
placed in service by Z during the taxable
year (desks and computer equipment with an
aggregate basis of $30,000).

(iii) In applying the mid-quarter conven-
tion to determine when the computer equip-
ment is deemed to be placed in service, the
date on which C placed the property in serv-
ice is used. Accordingly, because C placed
the computer equipment in service during
the first quarter of its taxable year, the com-
puter equipment is deemed placed in service
on February 15, 1991, the mid-point of the
first quarter of C’s taxable year. The depre-
ciation deduction allowable for C’s 1991 tax-
able year, $5,250 ($15,000×40 percent×10.5⁄12), is
allocated between C and Z based on the num-
ber of months in C’s taxable year that C and
Z held the property in service. Thus, because
the property was in service for 11 months
during C’s 1991 taxable year and C held it for
8 of those 11 months, C is allocated $3,818
(8⁄11×$5,250). Z is allocated $1,432, the remain-
ing 3⁄11 of the $5,250 depreciation deduction
for C’s 1991 taxable year. For 1992, Z’s depre-
ciation deduction for the computer equip-
ment is $3,900, the sum of the remaining 1.5
months of depreciation deduction for the
first recovery year and 10.5 months of depre-
ciation deduction for the second recovery
year (($15,000×40 percent×1.5⁄12)+($9,000×40 [per-
cent×10.5⁄12)).

(c) Disposition of property subject to the
half-year or mid-quarter convention—(1)
In general. If depreciable property is
subject to the half-year (or mid-quar-
ter) convention in the taxable year in
which it is placed in service, it also is
subject to the half-year (or mid-quar-
ter) convention in the taxable year in
which it is disposed of.

(2) Example. The provisions of para-
graph (c)(1) of this section are illus-
trated by the following example.

Example. In October 1991, B, a calendar-
year taxpayer, purchases and places in serv-
ice a light general purpose truck costing
$10,000. B does not elect to expense any part
of the cost of the truck, and this is the only
item of depreciable property placed in serv-
ice by B during 1991. The 40-percent test is
satisfied and the mid-quarter convention ap-
plies, because the truck is placed in service
during the last three months of the taxable
year and no other assets are placed in service
in that year. In April 1993 (prior to the end
of the truck’s recovery period), B sells the
truck. The mid-quarter convention applies in

determining the depreciation deduction for
the truck in 1993, the year of disposition.

(d) Effective date. This section applies
to depreciable property placed in serv-
ice in taxable years ending after Janu-
ary 30, 1991. For depreciable property
placed in service after December 31,
1986, in taxable years ending on or be-
fore January 30, 1991, a taxpayer may
use a method other than the method
provided in this section in applying the
40-percent test and the applicable con-
vention, provided the method is reason-
able and is consistently applied to the
taxpayer’s property.

[T.D. 8444, 57 FR 48981, Oct. 29, 1992]

§ 1.168(f)(8)–1T Safe-harbor lease infor-
mation returns concerning quali-
fied mass commuting vehicles (tem-
porary).

In general. Form 6793, Safe Harbor
Lease Information Return, is obsolete
for safe harbor lease agreements exe-
cuted after June 30, 1985. The parties to
a safe harbor lease agreement under
section 168(f)(8) executed after June 30,
1985 must file with their timely filed
(including extensions) Federal income
tax returns for the taxable year during
which the lease term begins a state-
ment containing the following infor-
mation:

(a) The name, address, and taxpayer
identification number of the lessor and
the lessee;

(b) A description of the property with
respect to which safe-harbor lease
treatment is claimed;

(c) The date on which the lessee
places the property in service, the date
on which the lease begins, and the term
of the lease;

(d) The recovery property class of the
leased property under section 168(c)(2)
(for example, 5-year);

(e) The terms of the payments be-
tween the parties to the lease trans-
action;

(f) The unadjusted basis of the prop-
erty as defined in section 168(d)(1) and
its adjusted basis as determined under
§ 5c.168(f)(8)–6(b)(3); and

(g) If the lessor is a partnership or
grantor trust, the name, address, and
taxpayer identification number of the

VerDate 11<MAY>2000 00:55 Apr 21, 2001 Jkt 194081 PO 00000 Frm 00997 Fmt 8010 Sfmt 8010 Y:\SGML\194081T.XXX pfrm08 PsN: 194081T



998

26 CFR Ch. I (4–1–01 Edition)§ 1.168(h)–1

partners or beneficiaries and the serv-
ice center at which the income tax re-
turn of each partner or beneficiary is
filed.
The lessor’s failure to file the above-
described statement shall void such
agreement as a safe-harbor lease under
section 168(f)(8) as of the date of the
execution of the lease agreement. For
rules regarding extensions of time for
filing elections, see § 1.9100–1.

[T.D. 8033, 50 FR 27224, July 2, 1985]

§ 1.168(h)–1 Like-kind exchanges in-
volving tax-exempt use property.

(a) Scope. (1) This section applies
with respect to a direct or indirect
transfer of property among related per-
sons, including transfers made through
a qualified intermediary (as defined in
§ 1.1031(k)–1(g)(4)) or other unrelated
person, (a transfer) if—

(i) Section 1031 applies to any party
to the transfer or to any related trans-
action; and

(ii) A principal purpose of the trans-
fer or any related transaction is to
avoid or limit the application of the al-
ternative depreciation system (within
the meaning of section 168(g)).

(2) For purposes of this section, a per-
son is related to another person if they
bear a relationship specified in section
267(b) or section 707(b)(1).

(b) Allowable depreciation deduction for
property subject to this section—(1) In
general. Property (tainted property)
transferred directly or indirectly to a
taxpayer by a related person (related
party) as part of, or in connection
with, a transaction in which the re-
lated party receives tax-exempt use
property (related tax-exempt use prop-
erty) will, if the tainted property is
subject to an allowance for deprecia-
tion, be treated in the same manner as
the related tax-exempt use property for
purposes of determining the allowable
depreciation deduction under section
167(a). Under this paragraph (b), the
tainted property is depreciated by the
taxpayer over the remaining recovery
period of, and using the same deprecia-
tion method and convention as that of,
the related tax-exempt use property.

(2) Limitations—(i) Taxpayer’s basis in
related tax-exempt use property. The
rules of this paragraph (b) apply only
with respect to so much of the tax-

payer’s basis in the tainted property as
does not exceed the taxpayer’s adjusted
basis in the related tax-exempt use
property prior to the transfer. Any ex-
cess of the taxpayer’s basis in the
tainted property over its adjusted basis
in the related tax-exempt use property
prior to the transfer is treated as prop-
erty to which this section does not
apply. This paragraph (b)(2)(i) does not
apply if the related tax-exempt use
property is not acquired from the tax-
payer (e.g., if the taxpayer acquires the
tainted property for cash but section
1031 nevertheless applies to the related
party because the transfer involves a
qualified intermediary).

(ii) Application of section 168(i)(7). This
section does not apply to so much of
the taxpayer’s basis in the tainted
property as is subject to section
168(i)(7).

(c) Related tax-exempt use property. (1)
For purposes of paragraph (b) of this
section, related tax-exempt use prop-
erty includes—

(i) Property that is tax-exempt use
property (as defined in section 168(h))
at the time of the transfer; and

(ii) Property that does not become
tax-exempt use property until after the
transfer if, at the time of the transfer,
it was intended that the property be-
come tax-exempt use property.

(2) For purposes of determining the
remaining recovery period of the re-
lated tax-exempt use property in the
circumstances described in paragraph
(c)(1)(ii) of this section, the related
tax-exempt use property will be treated
as having, prior to the transfer, a lease
term equal to the term of any lease
that causes such property to become
tax-exempt use property.

(d) Examples. The following examples
illustrate the application of this sec-
tion. The examples do not address com-
mon law doctrines or other authorities
that may apply to recharacterize or
alter the effects of the transactions de-
scribed therein. Unless otherwise indi-
cated, parties to the transactions are
not related to one another.

Example 1. (i) X owns all of the stock of two
subsidiaries, B and Z. X, B and Z do not file
a consolidated federal income tax return. On
May 5, 1995, B purchases an aircraft (FA) for
$1 million and leases it to a foreign airline
whose income is not subject to United States
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